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KEY ECONOMIC INDICATORS: 


GDP at current prices 
Per capita GDP ($ US) 
Central Bank 

Gold Reserves 


International Liquidity 
(gold, foreign exchange, SDR) 


Domestic Credit 


Balance of Payments 
current account 


Ordinary Budget receipts 
Combined investment budgets 


MAJOR PRO N ITEMS: 
Gas (billion m”) 
Petroleum (millions of tons) 
Iren Ore (millions of tons) 
Phosphates (thousands of tons) 
Cereals (millions of quintals) 
Wine (millions of hectoliters) 
Electric Power cons. 

(billions of KWH) 
FOREIGN TRADE: 
Total Exports, FOB 
Exports to U.S, *** 
Exports to France ** 
Total Imports, CIF 
Imports from U.S,*** 
Imports from France ** 


Old Exchange Rate: 





US $1.00 ="4.90 dinars 


Algeria, July 1972 
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% Change 
1970 1971 C over B 
3,510 3,650 E 4 
275 E 277 E 0.8 
191 208* 8.9 
339 379% 11.8 
(May ‘72) 
260 294 13 
(126) (397) E 
1971 1972 
(in billions of dinars) 
75> 8.7 16 
7.1 9.6 35.2 
1970 1971 
2.8 aan 14,3 
48.2 36.5 (24.3) 
2.95 3.28 11.2 
492 496.4 & 
19.4 16 (17.5) 
7.8 8 2.6 
Te 1.9 11.8 
1016 794* E (21.9) 
9.5 19.8 108.4 
708 259 (63.4) 
1266 1280* E Lol 
61.8 82.2 33.0 
625 554 (11.4) 


Main exports to U.S,(1971) ($US 000): Crude Petroleum 16,466; natural gas 2,400; 


fuel oil 661, 


Main imports from U.S,(1971) ($US 000): Aircraft 17,696; other transport 
equipment 12,727; cereals 9,019; construction and mining equipment 7,438; 
animal fats and oils 3,999; raw fibers 3,557; electrical measuring 


instruments 2,022, 





New wxchange rate of US $1.00 2 4.50 dinars, 
New exchange rate of French francs US $1,008 5.00 FF. 


Information drawn from French trade statistics, 
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US trade statistics. 
considerably higher in 1972. 


US trade with Algeria is running 


First quarter figures show US 


exports at $32.6 million and US imports at $21 million. 








SUMMARY 


Because of the temporary decline in oil production brought 

on by the partial nationalization of French holdings and the 
heavy imports of capital goods required by the momentum of 

the current Four-Year Plan, 1971 proved a difficult year for 
Algeria. By imposing austerity measures and by considerable 
foreign borrowing the Government appears to have ee 
passed through this crisis. The Plan now 2 1/2 years towards 
completion is at last showing results with some of its high 
priority industrial projects moving into production. The 

rigid import controls of 1971 have been eased. It seems likely 
that the level of imports in 1972 will move up to a total of 

$ 11/2 billion. Petroleum remains the foundation of the Al- 
gerian economy with greatly increased earnings per barrel over 
previous years because of better world prices and because SONA-~ 
TRACH (state oil monopoly) controls most of the production. 
Algeria's gas reserves are however the hope for great future 
development. With an anticipated production of 60 billion cubic 
meters per year investments in this sector could total a stag- 
gering $4 billion. The current Plan devotes the greater part 
of its resources to industrialization and education/training 
even though agriculture still supports the bulk of the popula- 
tion. It seems likely that in the mid-1970s a much greater in- 
vestment will flow into this sector. 


The commercial relations of Algeria with the United States have 
the greatest development potential in the areas of liquefied 
natural gas projects requiring enormous capital investments . 
and highly sophisticated know-how. The great importance of 

011 production to the Algerian economy has encouraged SONATRACH 
to call on U.S. firms for many goods and services. This close 
and mutually profitable relationship is expected to continue. 
U.S. firms have been much slower however to undertake industry 
turnkey projects, probably because these firms are hesitant to 
detach management and engineering skills for the years required 
by such projects. New areas of concentration for U.S. compan- 
ies in Algeria include agribusiness, irrigation projects and 
the management of water resources, sophisticated communications 
equipment, pharmaceutical products, projects in the electrical 
and mechanical field and the buildings material industry (cement 
plants and factories manufacturing items of prefabrication). 








CURRENT ECONOMIC SITUATION AND TRENDS 


Algerian Plan Now on Way to Realization 


The current 4-Year Plan now 2 1/2 years towards completion is 
beginning to show results. The Plan emphasizing both the de- 
velopment of certain basic industries and education and train- 
ing has now become a concrete reality. Some products are at 
last ready for marketing within Algeria and for export and new 
graduates and technicians are moving into the employment stream, 
Current indications suggest that if work can begin on some of 
the large liquefied gas projects, not originally included in 
the Plan, the Plan may come surprisingly close to meeting its 
objectives in a global sense. Substantial planning and con- 
struction delays and problems in marketing and staffing continue 
to bedevil most sectors however and a rate of realization of 
between 70-80% by the end of 1973 would be considered a success. 


The Government is currently working up its ideas for the next 
4-Year Plan. It is thought likely that investments will be con- 
centrated in the fields of agriculture, light consumer industry, 
the electrical and mechanical industries, housing and restora- 
tion of a decaying infrastructure. Officials point out that 
probably the only basic industry requiring large capital invest- 
ments will be the whole series of LNG plants envisaged between 
now and 1978. Much of the investment needed otherwise would not 
require large new injections of foreign capital. 


Trade Controls Eased 


Following the dramatic partial nationalization of French oil 
holdings in February 1971 the Algerian Government attempted a 
reorientation of its existing trade relations. This was partially 
in response to the loss of much of the French market for crude 

oil products. Another factor which forced much tighter controls 
on imports was the heavy trade deficit which in 1971 amounted to 
an estimated $486 million. 


France nevertheless remains Algeria's principal trading partner 
and with other members of the EEC continues to hold about two- 
thirds of the total market. The United States, Canada, and Great 
Britain are all rapidly expanding their share. The ‘clearing 
account" countries and the Soviet Union in particular are also 
broadening their currently small share of this market (7% of 
Algerian imports and 14% of its exports). 





The settlement of French oil claims and the restoration of oil 
production to its 1970 level combined with a substantial in- 
crease in oil prices following the Tehran Accords allowed the 
Government to relax many of the strict controls it was forced 

to impose during 1971. The Government does intend however to 
move ahead on its policy of completely monopolizing foreign 
trade. Such controls will be flexible with the various state 
monopolies determining national needs within the sector of their 
own operations. The role of the Ministry of Commerce in licens- 
ing is now narrowed to a fairly small range of products and 
eventually it hopes to limit its authority only to certain general 
guidelines, 


The state monopolies are in a state of continuous evolution. 

Some are essentially commercial organizations such as S.N.Cotec 
for clothing, SNNGA for marketing of many consumer products, SONA} 
CAT for electrical household equipment and ENC for hardware and 
kitchenware, Others are essentially production oriented, which, to 
further their own industrial expansion, govern the flow of trade 
in the field of their competence. 


Oil - A Solid Base for the Economy 


The Algerian State-owned oil and gas monopoly, SONATRACH, assumed 
virtual control of the industry during 1971. It now accounts for 
about 77% of Algerian petroleum production and 100% of its gas. 
To illustrate its importance to the Algerian economy, the Govern- 
ment predicted that tax revenues from oil should amount to $640 
million and total foreign exchange earnings close to $1 billion 
in 1972. Following the partial nationalization moves of February 
24, 1971 Algerian production dropped to 36.5 million tons in 1971 
from a previous year level of 48.2 million tons. While SONATRACH 
predicts 1972 output of 54 million, it is doubtful if this level 
can be reached before 1973. Even assuming production for 1972 of 
about 48 million tons, the increased earnings per barrel resulting 
from the OPEC Tehran agreement of the preceding year assure Al- 
geria of very solid earnings. 


On the exploration side work is moving forward on an ambitious 
scale though somewhat less than originally planned for. Heavier 
concentration of talent and investment is being made on develop- 
ment as opposed to exploration. 


In the field of petroleum-related industries, many of the major 
projects are now moving into production. In Arzew the Ammoniac- 
Petrochemical complex is now operating at about 90% full production. 
In Annaba the fertilizer super phosphate plant started up early 

this year and contracts have been let with the Japanese and Italians 








for the start of work on the plastics petrochemical complex of 


Skikda. Algeria's third refinery being build by Japan Gasoline 
at Arzew is largely completed and should start up in late summer, 
A fourth refinery is planned for Skikda and tenders are out. 


U.S.-Algerian Gas Relations T ten 


Algeria, which has one of the largest uncommitted gas reserves 

in the world, is moving ahead rapidly to develop its gas industry 
both as a source of export earnings and for internal development. 
U.S. firms are exceptionally active in negotiating with SONATRACH 
the purchase of gas in liquefied form (LNG) for the American mar- 
ket. El Paso Natural Gas Company signed a series of_contracts in 
recent years now totaling in firm orders 20 billion m3/yr with 
option for an additional amount. A smaller contract with Distri- 
gaz has been approved by the U.S. Federal Power Commission and a 
group of mid-Atlantic gas companies (ESCOGAS) agreed to purchase 
six billion m?/yr. Several other U.S. gas groups are also looking 
over the market. Meanwhile, European purchasers have not been 
idle. In addition to older contracts with Gaz de France and Brit- 
ish Methane, SONATRACH should be selling 1.5 billion m?/yr to Gas 
Naturale of Spain and up to 13 billion m3/yr to a German-Belgian- 
French consortium. From the U.S. point of view, the El Paso cone 
tract has great commercial importance since it is the earliest and 
by far the largest contract negotiated in this area between an 
Algerian entity and a U.S. firm. Investment costs for the Al- 
gerians should total $628 million, all of which will be financed 
by SONATRACH with the promised support of the U.S. EXIM Bank. 


The gas industry requires enormous capital investment and the U.S. 
money market represents one of the few available sources to develop 
the Algerian industry. A U.S. firm, the Chemical Construction 
Corporation, will begin building a liquefaction plant in Arzew, 
once Federal Power Commission's approval for the overall El Paso 
project is received. A second huge parallel plant is envisaged 
also for Arzew. At Skikda in Eastern Algeria, three LNG trains are 
in start-up operations at present with the gas destined mostly for 
France. Work has begun on a 4th train and contracts should be let 
in the near future for a 5th and 6th. In addition to all these 
projects still another large plant is planned near Dellys to the 
East of the city of Algiers. 


A $250 million recycling and processing plant for the production 
of condensate is in the final planning stage at the main Algerian 
gas field Hassi R'Mel. Most of the production of the condensate 
which will be shipped through the port of Arzew is destined for 
the U.S. market. A contract was signed with the Commonwealth Oil 
Refining Company of Puerto Rico calling for purchases eventually 
totaling 9 million tons per year. 





Other gas related projects now underway or planned are: a 
possible gas pipeline passing through Morocco and across the 
straits into Spain (this project is being studied by the U.S. 
firm, Williams Brothers); a gas pepeline through Tunisia to 
Italy (a report on this project has just been submitted by 
the U.S. construction firm, Bechtel, to SONATRACH); the con- 
struction of a new port at Arzew to handle the large increase 
in ship traffic; additional gas pipelines within Algeria for 
supplying the new gas plant and internal domestic needs; de- 
velopment of the main Hassi R'Mel gas field and preparatory 
work on the second major field of Rhourd-Nouss. 


Algeria Industrializes 


In addition to the many petroleum and gas related projects al- 
ready mentioned a substantial number of plants in other sectors 
are now starting up production. In all some 94 industrial pro- 
jects should have been completed by the end of June 1972. The 
huge government investments (now up to about one billion dollars 
per year) in industry is having a remarkable effect on the 
economy. The iron and steel complex near Annaba is at last 
beginning to produce steel to supplement its earlier output of 
pig iron and large pipe. SONACOME (the state mechanical monopoly) 
will soon be turning out tractors and diesel engines from its 
German built plant in Constantine; its bicycle factory at Guelma 
is also moving ahead. The truck and bus factory outside of Al- 
giers is assembling Berliet supplied parts and should begin full 
production by the end of the Plan period. Other big projects in 
the mechanical field still in the stage of negotiations are: an 
automobile plant in Oran (the French firm Renault has been hot and 
cold on this project); an agricultural implements plant at Sidi 
Bel Abbes (the Swiss now seem leading contenders); a machine tool 
complex; and a project for a plant to build civil engineering 

and earth moving machinery. 


Among the many other projects planned or underway by the full 

gamut of state enterprises are several cement plants and brick and 
building materials industries by. SNMC; a plant for electrical 
appliances and one for batteries by SONELEC and still another 
project for electronic equipment; several paper mills and a rayon 
plant by SONIC; a glass plant and a ceramic plant by SNIV; several 
plants for processing locally extracted minerals by SONAREM, plus 

a@ varied range of small and medium sized factories to meet many 
local needs. Virtually all of these projects are in the public 
sector with private investment largely limited to textiles and 
clothing, food products, and small consumer goods. While between 
1967 and 1970 some 700 projects in the private sector were approved, 
only 11 were implemented in 1971. Indeed, according to the Algiers 
Chamber of Commerce actual "disinvestment" is underway in the 
private area to the benefit of traditional activities (cafes, stores, 
turkish baths, etc.). 








Algerian Government Focuses More Attention on Agriculture 


The “Agrarian Revolution" which calls for’land redistribution and 
the abolition of the absentee landlord system is obtaining top 
attention from the Government. The overall results of this reform 
will not be apparent for several years to come. If administered 
well however the reform could result in better utilization of farm 
land and increased motivation among farm workers. 


Algerian agricultural production has tended to stagnate in recent 
years and sales of fruits and vegetables to the European market are 
at an unsatisfactory level partly because of poor marketing and 
packaging and partly because of increased competition. The Govern- 
ment is attempting some imaginative solutions such as encouraging 
the growth of winter crops in the Sahara and transport of the pro- 
ducts by air to major European markets. 


The prospects this year, partly due to excellent weather conditions, 
are encouraging and it is thought likely that a bumper cereal crop 
of up to 2.6 million tons will be harvested. A contributing factor 
has been the extensive planting of Mexican wheat (over 300,000 hec- 
tares) which is showing a high return. The marketing of wine on 
the other hand because of the loss of the French market is @ con- 
tinuing problem with large quantities now stocked unsold. Current 
EEC trade barriers make much of the country's wine production vir- 
tually unsaleable except through trade agreement with the USSR 
(which the Algerians consider most unsatisfactory). Twenty-five 
thousand hectares of vineyards were ripped out last year and an- 
other 25,000 will be taken out of production in 1972. The Govern- 
ment eventually hopes to stabilize production at between three and 
four million hectoliters per year. 


Algerian Finances Well Managed 


The watchword during the current heavy concentration on industriali- 
zation and development is austerity. To counter the very unfavorable 
balance of trade during 1971, brought on largely by the loss of oil 
and wine earnings, the Government halted imports of "luxury goods" 
and some essentials for which substitution was possible and reduced 
the stocks of other goods. Foreign exchange controls remain extremely 
rigid and travel abroad is sharply curtailed. Imports which leveled 
off- in 1971 should run very h in 1972 due to the momentum of con- 
struction activities in the third year of the Plan. Offsetting part 
of the deficit in trade are remittances averaging about $250 million 
per year from Algerian workers abroad but the flow to France is 

being curtailed (now limited to a maximum 25,000 workers per year). 
It is thought likely that no further increases can be expected from 
this source of earnings. 





Austerity also has a role to play in the Government budget. 
Because of higher taxes on major income earners and on goods and 
services, tax revenue continues to move up, rising an expected 
$300 million between 1971 and 1972. The budget surplus is used 
to finance a major part of Government expenditures. In previous 
years the margin of deficit within the investment budget (varying 
from 30-50%) was filled largely by borrowing from the Central 
Bank. To counteract the inflationary implications of this me- 
chanism the Government is attempting to encourage domestic savings, 
to improve the financial management of the state enterprises and 
to make greater use of medium and long term external credit. 


While inflationary pressures exist within Algeria tight Government 
management of the economy and wages and price controls have limited 
the full effects of such pressures. Credit facilities are practi- 
cally unavailable to the private sector. Imported items and hous- 
ing not under Government control have spiraled upward in price and 
some food items fluctuated widely. Prices on essentials however 
have probably not risen more than 4% during the past year and real 
wages not at all. 


In light of the current heavy resort to foreign borrowing Algeria's 
external debt as of early 1972 is estimated at about. $2.6 billion 
or a debt service ratio of about 14% of export earnings. 


IMPLICATIONS FOR THE UNITED STATES 


Gas Projects of Overwhelming Importance 


The expected construction of a number of gas liquefaction plants 

to produce LNG for the American and European markets is attracting 
the attention of numerous American companies. For projects now under 
consideration, investment could run to a staggering $4.0 billion. 
Experience and previous performance, costs and financing are elements 
which SONATRACH is considering in letting contracts. It is thought 
likely that one or more plants will be built by European subsidiaries 
of American companies (e.g. Pritchard-Rhodes of England which is 
building the fourth LNG train at Skikda) but U.S. firms have the 

lead since much of the market for the gas is in the U.S. and financ- 
ing will probably be mostly from U.S. sources. These large projects 
can be undertaken either by experienced engineering firms which can 
hire out the necessary technical know-how, firms selling a tech- 
nique for liquefaction and finally petroleum companies which have 
undertaken similar projects in other countries. 
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Various related projects are also of interest to U.S. firms. The 
new Arzew Port construction for example might eventually be financed 
by the IBRD or possibly by the U.S. Export-Import Bank. New gas 
lines will have to be laid, storage facilities constructed and a 
huge gas recycling plant built at Hassi R'Mel. 


Petroleum is Traditional Area of U.S. Activity 


Seven U.S. firms are cooperating with SONATRACH in exploration and oil 
field services. These companies set up joint ventures (51% SONATRACH, 
49% U.S. firm). In general this procedure has operated satisfactorily 
from the point of view of both parties. 


American firms are important suppliers of much equipment used in Al- 
gerian oil exploration and development activities. This situation 

is expected to continue for some years hence. A major effort is under- 
way in looking for new oil deposits and if this research is crowned 
with success continued large quantities of drilling and related equip- 
ment will be sold to Algeria. In the field of important new im ustrial 
projects associated with the petroleum sector, tenders are now out for 
@ large refinery at Skikda. SONATRACH also hopes to develop a number 
of small factories making plastic products from the basic raw material 
produced by a petrochemical plant now under construction also at Skikda, 


Other Industrial Projects Offer Opportunity 


The great emphasis on industrialization offers special opportunities 
to US firms willing to undertake turnkey type contracts. Often these 
projects are tied in with the marketing needs of Algeria. Thus conm- 
panies which agree to take on a turnkey project are frequently offered 
virtual monopoly access to the market during the construction stage. 
In the mechanical field the Germans have willingly accepted virtually 
every project presented (e.g. tractor and diesel engine plant at Con- 
stantine, bicycle plant at Guelma, a small engine plant at Guelma.) 


To date in order to capture construction contracts of this sort it 
has proved necessary for the firm negotiating for the contract to 
show willingness to undertake feasibility and market studies, to 
accept the training of personnel destined to be employed in the pro- 
ject plant, to provide management and marketing services after com- 
pletion of the project and in general to show continuing interest in 
the project before, during and some time after the basic construction 
of the industrial unit. 


With rare exceptions these various projects are put together by the 
cluster of Algerian state owned enterprises. Few projects are private 
although a private investment law is on the books. U.S. firms accord- 
ingly should realize that they are dealing with Government civil ser- 
vants, a factor which is a mixed blessing. The key word in all 
negotiations is patience. 
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American Technical Know-how Sought After 


The sale of U.S. services continues to move up at a more than satis- 
factory rate. Many prominent U.S. consultant firms have offices in 
Algiers or hold down import study contracts. Since 1971 the Ministry 
of Finance is attempting to limit excessive recourse to technical 
studies for which there is no follow-up. Nevertheless the value of 
reports generated in many instances has been proved. 


In the sale of goods the U.S. continues to supply large transport 
aircraft and light aircraft, locomotives, and certain specialized 
trucks and other obvious transport equipment. In the field of data 
processing and business machines U.S. companies continue to hold a 
commanding lead. 


Agriculture Sales Important 


As for agricultural and primary products, the U.S. is making important 
wheat sales and is also marketing tobacco, cotton, beans and lard. 
Although the Plan calls for a great increase in local wheat production, 
stepped-up consumption and uncertain harvests seem to ensure a market 
for some years to come. Vegetable oils are another area which might 
develop in the near future; most oils are now imported from Europe at 
high prices but improved processing and marketing could open up the 
possible sale of U.S. oils. 


New Areas of Endeavor 


It is very likely that the development effort which slowed in 1971 
will pick up rapidly during the latter half of 1972. Imports could 
total one and a half billion dollars for the current year. Of these 
imports the largest part and that which is growing the most rapidly 
is "finished products for industrial uses" (38% of 1971 imports). 


The Ministry of Agriculture and Agrarian Reform hopes to make some 
major new strides in the field of agribusiness. This includes dairies, 
animal feedlots and mass produced chicken centers. Algerian authorit- 
ies are convinced that new U.S. techniques in the area of arid and 
semi-arid farming have an immediate application to Algeria's needs. 
U.S. agribusiness concerns should be alert to this intense interest. 

In addition little agricultural machinery was purchased in recent 

years and current needs are now very great. If agricultural production 
is going to move forward much new equipment is needed and will 

probably be ordered during 1972. 


Two major U.S. firms are undertaking irrigation projects for the Al- 
gerian Ministry of Irrigation. Great emphasis will be placed in the 
future on a wide range of dam construction and water distribution 
projects. The Ministry is also seeking the service of U.S. consult- 
ants and help in cataloging and analyzing the country's water resources, 





Air traffic control and communication equipment is another area 

of potential importance for U.S. exporters. The Algerian radio and 
television (RTA), the aerial navigation organization (ENEMA), the 
PTT, and the Algerian Ministry of Defense are all in the market for 
new equipment. In most instances the interested authorities seek 
the latest and finest equipment available. 


Pharmaceutic products represent a market worth $40 million per year; 
shifting patterns of consumption and the high regard held for U.S. 
products in this field should benefit sales of some American anti- 
biodics and other items. A sales organization is immediately needed 
however. 


While Algeria hopes to produce most of its own consumer goods in the 
years to come the market should not automatically be neglected. Cer- 
tain state enterprises have as their primary task the importation 

of such goods thought necessary to meet consumer needs. These include 
the department store monopoly (SNNGA), the ENC (kitchen utensils 

and hardware) and SONACAT (electrical household appliances). Manu- 
facturers of goods falling within these general categories should 
make a@ point of sending representatives to Algiers to establish and 
follow through on contacts. This market had in the past been supplied 
from France but with the reorientation of much of its trade, Algeria 
is looking world-wide for supply. The U.S. as a rule has no presence 
in consumer end products but one can be developed. 


Finally, current Government thinking on the next Four-Year Plan (to 
start in 1974) suggests some areas of action. This includes the build- 
ing materials industry (for housing and the renewal of the infrastruc- 
ture), engineering services (irrigation, construction and road projects), 
agribusiness, and projects in the electrical and mechanical fields. 


¥% U.S. GOVERNMENT PRINTING OFFICE: 1972-—511-595 





